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TAGS: ECON EFIN SZ 

SUBJ: SWISS FINANCIAL AND ECONOMIC REPORT: WEEK OF OCT 26 - NOV 1. 

1. SUMMARY: AN UPWARD MOVEMENT OF THE DOLLAR EARLY IN THE WEEK WAS 
REVERSED AS THE FOREIGN EXCHANGE MARKET REACTED TO PRESIDENT FORD'S 
SPEECH OPPOSING FEDERAL AID TO NEW YORK CITY. IN A SERIES OF MOVES 
TO HELP REDUCE ON THE FRANC AND TO AID CERTAIN EXPORTERS, THE 
SWISS NATIONAL BANK (SNB) TIGHTENED RESTRICTIONS ON FORWARD FOREIGN 
EXCHANGE TRANSACTIONS, CUT ITS DISCOUNT AND LOMBARD RATES AGAIN, 
AND EXTENDED ITS AGREEMENT WITH THE COMMERCIAL BANKS REGARDING 
PREFERENTIAL CREDIT TREATMENT FOR WATCH, TEXTILE, AND SHOE EXPORTS. 
IN A SPEECH THIS WEEK, SNB PRESIDENT LEUTWILER SAID THAT WHILE THE 
SWISS WOULD PREFER AND INTERNATIONAL MONETARY SYSTEM BASED ON 
FIXED EXCHANGE RATES, CONDITIONS ARE NOT YET RIGHT TO ABANDON 
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FLOATING RATES WHICH HAVE SERVED SWITZERLAND RELATIVELY WELL. THE 
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FEDERAL COUNCIL HAS SUBMITTED THE 1976 BUDGET TO THE PARLIAMENT 
WITH A DEFICIT OF SF 588 MILLION WHICH IS 28.4 PERCENT GREATER THAN 
THE BUDGETED DEFICIT FOR 1975. 

FINANCIAL 

2. FOREIGN EXCHANGE AND GOLD: IN THE FIRST HALF OF THE WEEK THE 
DOLLAR ROSE OVER THE SF 2.64 MARK BUT FELL BACK AGAIN FOLLOWING 
PRESIDENT FORD S SPEECH OPPOSING FEDERAL AID TO NEW YORK CITY. TURN- 
OVER ON THE GOLD MARKET WAS MODERATE AND PRICES HELD RELATIVELY 
STEADY. RATES AS FOLLOWS: 

10/27 (OPEN) 10/31 (CLOSE) 

SPOT DOLLAR SF 2.6255 SF 2.6215 
FORWARD DISCOUNTS (PCT. P.A.) 



ONE MONTH 


-4.6 


-5.0 


2 MONTHS 


-4.8 


-3.6 


3 MONTHS 


-3.6 


3.9 


6 MONTHS 


-3.7 


-3.9 


12 MONTHS 


-3.4 


-3.5 


SF/DM 


SF 102.65 


SF 102.62 


GOLD 


$143.50 


$142.50 



3. FOREIGN EXCHANGE POLICY MOVE: THE SNB HAS INFORMED THE BANKS THAT 
EFFECITVE JAN 31, 1976, FORWARD CONTRACTS WITH A LIFE OF MORE THAN 
TEN DAYS FOR THE SALE OF SF TO FOREIGNERS WILL BE REDUCED FROM 70 TO 
60 PERCENT OF THE TOTAL OF SUCH CONTRACTS AS OF OCT 31, 1974. 

CONTRACTS OF TEN DAYS OR LESS WILL REMAIN FIXED AT 50 PERCENT OF 

THE OCT 31, 1974, LEVEL. THIS MOVE IS BEING TAKEN TO HELP REDUCE 
THE CONTINUING UPWARD PRESSURE ON THE SF. 

4. SPEECH BY SNB PRESIDENT: SNB PRESIDENT LEUTWILER, SPEAKING BEFORE 
THE SWISS MARKET RESEARCH ASSOCIATION THIS WEEK, SAID THAT SNB 
INTERVENTION IN THE FOREIGN EXCHANGE MARKET HAS TOTALED SF 

8 BILLION (APPROX $3.1 BILLION) SINCE THE FIRST OF THIS YEAR. 

THE DOMESTIC IMPACT OF THESE FOREIGN EXCHANGE PURCHASES HAS BEEN 
LARGELY OFFSET BY SF 6.7 BILLION ($2.6 BILLION) IN RESALES FOR 
THE OBLIGATORY CONVERSION OF CAPITAL EXPORTS. WHILE HE INDICATED 
SWITZERLAND STILL WOULD PREFER AN INTERNATIONAL MONETARY SYSTEM 
BASED ON FIXED EXCHANGE RATES, DR LEUTWILER STATED THAT THE 
CURRENT SYSTEM OF FLOATING RATES HAVE ALLOWED COUNTRIES SUCH AS 
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SWITZERLAND AND WEST GERMANY TO REDUCE THEIR RATES OF FINFLATION 
AND TO AVOID BALANCE OF PAYMENTS PROBLEMS WITH RELATIVE EASE. 

DR LEUTWILER DOES NOT ANTICIPATE A RETURN TO FIXED RATES UNTIL THE 
SURPLUS OF DOLLARS ON INTERNATIONAL MARKETS IS ELIMINATED AND 
INTEREST RATE DIFFERENTIALS AMONG THE TNDUSTR ALTZF.D COUNTRIES ARE 
REDUCED. WITH REGARD TO THE EUROPEAN SNAKE, DR LEUTWILER SAID THE 
PRINCIPAL ADVANTAGE OF SWITZERLAND'S PARTICIPATION WILL BE AN 
EASING OF THE SWISS BURDEN IN DEFENDING THE SF. ON THE DOMESTIC 
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FRONT, DR. LEUTWILER LISTED THE SNB'S MAIN OBIECTIVES AS CONTROL OF 
INFLATION, MAINTENANCE OF THE LOWEST POSSIBLE INTEREST RATES, 

AND DEFENSE OF THE SF. 

5. BANK RATE CUT: EFFECTIVE OCT 29, THE SNB REDUCED ITS DISCOUNT 
RATE FROM 3.5 TO 3.0 PERCENT AND ITS LOMBARD RATE FROM 4.5 TO 4.0 
PERCENT. THE REDUCTIONS WERE MADE TO TAKE ACCOUNT OF DECLINING 
INTEREST RATES AND TO REDUCE UPWARD PRESSURE ON THE SF. 

6. MONETARY AND CAPITAL MARKETS: LIQUIDITY REMAINS HIGH AND CALL 
MONEY RATE WAS UNCHANGED AT 0.5 PERCENT. TRADING ON THE SWISS 
STOCK EXCHANGE WAS A BIT MORE ACTIVE THIS WEEK BUT THE SKA INDEX 
OF AVERAGE PRICES REGISTERED LITTLE CHANGE AND WAS 185.9 (END 1959 
EQUALS 100) ON OCT 31. THE MEDIAN YIELD ON OUTSTANDING CONFEDERATION 
BONDS SLIPPED AGAIN FROM 6.10 PERCENT ON OCT 24. TO 6.08 PERCENT 

ON OCT 31. 
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DEPT PASS TREASURY AND FRB 

7. EXPORT CREDITS: THE SNB AND THE SWISS BANKERS' ASSOCIATION HAVE 
DECIDED TO EXTEND THE AGREEMENT ON PREFERENTIAL TREATMENT FOR WATCH, 
TEXTILE, AND SHOE EXPORTS UNTIL APR 31, 1976. UNDER THE ORIGINAL 
AGREEMENT, THE SNB ON MAY 1 BEGAN DISCOUNTING BILLS OF EXCHANGE 
RELATED TO SUCH EXPORTS AT ONE PERCENTAGE POINT BELOW THE REGULAR 
DISCOUNT RATE. THE COMMERCIAL BANKS AGREED TO GIVE CREDIT PRIORITY 

TO WATCH, TEXTILE, AND SHOE EXPORTERS AND TO LIMIT INTEREST CHANGES 
TO A MAXIMUM OF 2.5 PERCENT OVER THE PREFERENTIAL DISCOUNT RATE. 

8. STOCKPILING BILLS: THE SWISS BANKERS’ ASSOCIATION ANNOUNCED THAT 
THE COMMERCIAL BANK DISCOUNT RATES APPLICABLE TO COMPULSORY 
STOCKPILING BILLS WERE REDUCED EFFECIVE NOV 1. THE RATE FOR BILLS 
TO FINANCE THE STOCKPILING OF FOODSTUFFS AND ANIMAL FEEDS WAS CUT 
FROM 3.75 TO 3.25 PERCENT AND THE RATE FOR OTHER COMMODITIES WENT 
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FROM 4.25 TO 3.5 PERCENT. 

9. CONFEDERATION BUDGET FOR 1976; THE FOLLOWING IS A SUMMARY OF THE 
CONFEDERATION'S ORDINARY BUDGET FOR A SUMMARY OF THE CONFEDERATION'S 
ORDINARY BUDGET FOR 1976 AS PROPOSED BY THE FEDERAL COUNCIL TO THE 
PARLIAMENT: 

LL BUDGET FOR 1976 PERCENTAGE CHANGE 

(MILLIONS OF SF) FROM 1975 BUDGET 

EXPENDITURES 15.074 UP 12.8 

REVENUES 14,486 UP 12.2 

DEFICIT 588 UP 28.4 

THE CAPITAL BUDGET IS EXPECTED TO SHOW A SF 7 MILLION SURPLUS IN 
1976 FOLLOWING A BUDGETED DEFICIT OF SF 538 MILLION IN 1975. IN 
ADDITION TO THE EXPENDITURES LISTED ABOVE, THE COUNCIL HAS ALSO 
PREPARED A PACKAGE OF SF 600 MILLION IN SUPPLEMENTARY EXPENDITURES 
TO BE MADE IF NECESSARY TO STIMULATE THE ECONOMY. SHOULD IT OCCUR, 

THIS INCREASE IN SPENDING WOULD RAISE THE DEFICIT TO ALMOST SF 
1.2 BILLION WHICH WOULD HAVE TO BE FINANCED IN THE CAPITAL AND 
MONEY MARKETS. THE SNB ESTIMATES THAT IF THE DOMESTIC CAPITAL AND 
MONEY MARKETS REMAIN AS LIQUID AS THEY ARE NOW, THEY WILL BE ABLE 
TO SUPPORT THE CONFEDERATION'S NEEDS IN 1976, PLUS ANOTHER SF 1.8 
BILLION OR SO IN EXPECTED BUDGET FINANCING FOR THE CANTONS AND 
MUNICIPALITIES, WITHOUT SERIOUSLY AFFECTIVE INTEREST RATES. THE 
ANTICIPATED INCREASE IN EXPENDITURES NEXT YEAR IS DUE TO HIGHER 
SUBSIDIES TO THE SWISS FEDERAL RAILWAY. FEDERAL HEALTH INSURANCE 
PROGRAMS, AND SOCIAL SECURITY, AS WELL AS MARKED INCREASE FOR 
INTEREST PAYMENTS ON THE THE GROWING FEDERAL DEBT AND REVENUE 
SHARING WITH THE CANTONS. SPENDING ON NATIONAL DEFENSE (BOTH CIVIL 
AND MILITARY) WILL BE UP ONLY 5.9 PERCENT AND WILL TOTAL 19.7 
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PERCENT OF THE 1976 BUDGET WHILE EXPENDITURES FOR SOCIAL WELFARE 
PROGRAMS WILL RISE 11.2 PERCENT FROM REACH 19.2 PERCENT OF THE 
BUDGET. IN ITS MESSAGE TO THE PARLIAMENT, THE FEDERAL COUNCIL 
REQUESTED AUTHORITY TO CUT SF 120 MILLION IN LEGALLY REQUIRED SUBSIDI 
ES 

AND ASKED THE PARLIAMENT TO FIX A CEILING OF SF 19.1 MILLION ON 
ANNUAL EXPENDITURES THROUGH 1979. FEDERAL BUDGET EXPERTS PREDICT 
THAT THE GROWTH OF EXPENDITURES BY THE CONFEDERATION REQUIRED IN 
ORDER TO MEET PRESENT CONSTITUTIONAL OBLIGATIONS WILL PRODUCE A 
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DEFICIT OF SF 4 BILLION BY 1979. THIS AMOUNT, WHEN ADDED TO THE 
EXPENCTED FINANCING NEEDS OF THE CANTONS AND THE MUNICIPALITIES, 

WILL BE MORE THAN THE DOMESTIC CAPITAL AND MONEY MARKETS COULD 
HANDLE WITHOUT A SHARP RISE IN INTEREST RATES. CONSEQUENTLY. THE 
FEDERAL GOVT I PRESENTLY LOOKING FOR NEW WAYS OF FINANCING 
THE DEFICITS OF THE CANTONS, THE SOCIAL SECURITY PROGRAM, AND 
THE FEDERAL RAILWAYS. 

ECONOMIC 

10. REPORT ON BUSINESS-CYCLE CONTROLS: IN ITS ANNUAL REPORT TO 
THE PARLIAMENT ON THE ANTI-INFLATION MEASURES INITIATED IN EARLY 
1973 (BASICALLY CREDIT RESTRICTIONS AND BUILDING LIMITATIONS,) THE 
FEDERAL COUNCIL STATED THAT WITHOUT CONTROLS THE CURRENT ECONOMIC 
SITUATION WOULD BE MUCH WORESE. OVER THE PAST TWELVE MONTHS 
EXCESSIVE DEMAND HAS DISAPPEARED, CONSUMERS ARE LESS INCLINED TO 
BELIEVE HIGH RATES OF INFLATION WILL CONTINUE, AND THE RATE OF 
INFLATION HAS SLOWED APPRECIABLY. IN ADDITION TO ITS ANTI-INFLATION 
PROGRAM, THE COUNCIL ALSO REPORTED ON ACTIONS TAKEN TO MINIMIZE THE 
IMPACT OF THE RECESSION ON INCOME AND EMPLOYMENT. THE COUNCIL NOTED, 
HOWEVER, THAT THERE ARE LIMITS TO GOVT INTERVENTION IN THE ECONOMY 
AND TOO MUCH DEPENDENCE ON GOVT ASSISTANCE WILL REDUCE EFFICIENCY. 

AND ADVERSELY AFFECT A FREE-MARKET ECONOMY. SWISS BUSINESSES MUST 
CONTINUE THEIR OWN EFFORTS TO ADAPT TO CHANGING ECONOMIC CIRCUMSTANCE 
S. 

WHILE THE COUNCIL SAID IT WOULD CONTINUE TO TAKE THOSE MEASURES 
IT CONSIDERED APPROPRIATE TO STIMULATE THE ECONOMY, ITS POLICY IS 
STILL BASICALLY ANTI-INFLATIONARY. 

1 1 . RETAIL TRADE: DATA ON RETAIL SALES DURING SEPT SHOW A YEAR-TO- 
YEAR DECLINE OF 4.8 PERCENT. IF THE INCREASE IN CONSUMER PRICES IS 
TAKEN INTO ACCOUNT, THE VOLUME OF RETAIL TURNOVER WAS DOWN 7.8 
PERCENT FROM THE PREVIOUS SEPT. 

KEMPE 
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